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BACKGROUND 


In  1975  the  Montana  Legislature  passed  House  Bill  642  creating  the  Re- 
newable Resource  Development  Loan  Program  (RRD).  The  purpose  of  the  program 
was  to  invest  coal  severance  tax  money  in  the  development  of  Montana's  renew- 
able resources.  One  of  the  two  parts  of  the  program  (grants  or  loans  to 
entities  of  state  government)  was  initially  administered  by  the  Department 
of  Administration;  the  other  portion  (low  interest,  long-term  loans  to  indi- 
vidual Montana  farmers  and  ranchers)  was  to  be  administered  through  the  De- 
partment of  Natural  Resources  and  Conservation  (DNRC).  To  quote  House  Bill 
642: 

Government  grants  "may  be  made  for  the  purchase,  lease,  or 
construction  of  projects  for  the  conservation,  management, 
utilization,  development  or  preservation  of  the  land,  water, 
fish,  wildlife,  recreational  and  other  renewable  resources 
in  the  state  ..." 

Loans  to  farmers  and  ranchers  may  be  made  "for  any  worthwhile 
project  for  the  conservation,  management,  utilization,  devel- 
opment, or  preservation  of  the  land,  water,  fish,  wildlife, 
recreational,  and  other  renewable  resources  in  the  state  .  .  ." 

Grant  funds  were  to  come  from  a  clearance  fund  account  established  to 
receive  2%  percent  of  the  Montana  coal  severance  tax.  The  source  of  loan 
funds  for  both  portions  of  the  RRD  program  was  to  be  state  revenue  bonds 
backed  by  this  coal  severance  tax. 

The  government  grant/loan  portion  of  the  RRD  program  awards  funds  every 
two  years,  with  the  approval  of  the  legislature.  The  Department  of  Natural 
Resources  and  Conservation  (originally  the  Department  of  Administration)  so- 
licits applications,  screens  them  for  completeness  and  makes  recommendations 
to  the  governor.  The  governor  then  makes  recommendations  to  the  legislature 
as  to  who  should  receive  grants  and  loans  and  the  amount  they  should  receive. 

The  individual  loan  portion  of  RRD  was  to  have  been  an  ongoing  loan  pro- 
gram with  applications  solicited  by  DNRC.  After  loan  applications  and  associ- 
ated projects  were  evaluated,  DNRC  was  to  make  recommendations  to  the  Board  of 
Natural  Resources  for  their  approval.  DNRC  would  have  been  responsible  for 
loan  disbursement,  follow-up  and  collection. 

The  Department  of  Natural  Resources  and  Conservation  hired  a  staff  and 
solicited  applications  from  farmers  and  ranchers  while  awaiting  the  outcome 
of  a  friendly  suit  filed  on  the  behalf  of  potential  bonding  companies.  Since 
the  source  of  loan  funds  was  to  be  revenue  bonds,  bonding  companies  wanted  to 
test  the  legality  of  the  bonding  authority  authorized  in  House  Bill  642.  Al- 
though the  Montana  District  Court  in  Lewis  and  Clark  County  found  the  individ- 
ual loan  portion  of  the  RRD  program  constitutional,  the  Montana  Supreme  Court 
found  it  unconstitutional.  The  court  found  that  "the  parameters  which  define 
a  project  eligible  for  the  loans  contemplated  by  this  act  must  be  more  clearly 


defined  (and  that)  insufficient  guidelines  are  provided  to  DNRC  in  order  for 
it  to  fully  know  its  rights  and  obligations  under  this  act." 

Legislative  hearings  during  the  1977  session  raised  questions  from  legis- 
lators and  the  banking  community  regarding  the  individual  loan  portion  of  the 
RRD  program.  The  legislature  was  concerned  about  the  preponderance  of  appli- 
cations for  sprinkler  irrigation  loans,  and  some  legislators  had  reservations 
about  the  state  government  being  in  the  banking  business.  At  hearings  dealing 
with  the  program,  members  of  the  banking  community  expressed  concern  that  they 
were  not  involved  in  the  RRD  program.  These  concerns  of  some  members  of  the 
banking  community  led  the  House  Natural  Resources  Committee  to  request  DNRC  to 
survey  the  banking  community's  views  on  the  individual  loan  portion  of  the 
RRD  program. 

RRD  BANKERS  SURVEY 

There  were  two  portions  to  the  RRD  survey  conducted  by  the  Department  of 
Natural  Resources  and  Conservation.  First,  mail  survey  questionnaires  were 
sent  to  64  banks  throughout  Montana,  the  Montana  Bankers  Association  and 
Senators  Manning,  Towe  and  Mathers  (due  to  their  knowledge  of  the  RRD  program 
and  due  to  their  positions  on  the  coal  tax  oversight  committee)  on  February  21, 
1978.  Second,  follow-up  phone  calls  were  made  to  eight  bankers  following  the 
mail  survey. 

The  intent  of  the  mail  survey  was  twofold:  1)  to  assess  the  banking 
community's  view  of  the  RRD  individual  loan  program,  and  2)  to  determine  the 
bankers'  ideas  on  how  that  program  could  be  improved. 

Response  to  the  questionnaire  was  good;  forty-five  percent  (29  out  of  64) 
of  the  banks  returned  their  questionnaires,  as  did  one  senator.  A  good  repre- 
sentation, both  geographically  and  from  small,  medium  and  large  public  and 
private  institutions,  was  achieved.  Responses  ranged  from  high  support  for  the 
program  to  feelings  that  the  program  was  a  bad  idea  which  would  only  create 
problems  (see  Appendix  A). 

RESULTS 

Even  with  the  uncertain  legal  status  of  the  program  and  the  lack  of  any 
public  awareness  effort  on  the  part  of  DNRC,  both  the  bankers  and  their  custom- 
ers seemed  knowledgeable  about  the  program.  Seventy  percent  of  those  respond- 
ing were  familiar  with  the  program;  sixty  percent  had  discussed  the  program  with 
customers,  and  forty-one  percent  had  recommended  the  program  as  a  potential 
source  of  credit. 

Sixty-nine  percent  felt  that  the  program  would  be  useful  to  Montana's  agri- 
cultural community.  Sixty-three  percent  of  the  respondents  indicated  that  it 
would  not  take  customers  away  from  private  institutions,  unfairly  competing  with 
them.  In  the  course  of  last  session's  legislative  hearings  this  objection  was 
often  stressed  by  those  testifying  against  the  program. 

Question  seven  addressed  the  criteria  and  purpose  of  the  individual  loans. 
When  queried  if  they  felt  that  the  program  should  finance  projects  other  than 
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sprinkler  irrigation  (such  as  trout  farming  or  integrating  alternative  energy 
systems  with  farm  operations),  sixty-one  percent  said  that  it  should  not. 

When  asked  if  the  program  should  accept  riskier,  less-proven  applications 
from  young  farmers,  or  others  who  don't  meet  conventional  loan  criteria,  fifty- 
six  percent  said  that  it  should  not.  However,  the  negative  response  to  this 
question  could  be  either  directed  toward  the  less  proven  candidates  or  toward 
those  who  do  not  meet  conventional  loan  criteria.  Clarification  of  this  reply 
was  attempted  during  personal  interviews  with  the  bankers  and  is  discussed 
later. 

A  point  brought  up  often  during  the  1977  legislative  hearings  on  the  RRD 
program  was  the  possibility  of  DNRC  working  with  local  banks  on  the  individual 
loan  program.  Questions  six  and  nine  addressed  this  idea.  Sixty-four  percent 
said  they  favored  local  banks  recommending  and  serving  the  RRD  loans  and  DNRC 
acting  in  a  secondary  role.  Question  nine  asked  if  the  loans  could  be  best 
served  through  local  banks,  DNRC  or  through  a  combination  of  both.  Sixty-five 
percent  felt  that  a  combination  would  be  best,  twenty-seven  percent  favored  the 
local  banks,  four  percent  favored  DNRC  alone  and  four  percent  wanted  to  see 
loan  service  through  another  form  of  credit  agency  such  as  the  Production  Credit 
Association  or  the  Federal  Land  Bank.  These  results  indicate  that  the  combina- 
tion of  local  banks  recommending  applications  and  servicing  loans  with  DNRC  mak- 
ing final  approval  would  be  favored  by  the  majority  of  the  banking  community. 
Some  of  the  respondents  who  favored  joint  servicing  in  response  to  question 
nine  voted  against  it  in  response  to  question  six.  They  thought  that  the  pro- 
gram should  be  kept  solely  with  DNRC  and  that  DNRC  should  work  with  the  banks 
on  applications,  using  the  banks'  recommendations  and  credit  information  on  the 
borrowers.  Personal  interviews  with  the  bankers  should  reveal  exactly  what  form 
of  cooperative  effort  they  desire. 

When  asked  whether  the  present  $5  million  in  bonds  would  be  adequate  for 
the  loan  program  if  it  were  revived,  sixty-four  percent  stated  that  it  would  be, 
eighteen  percent  didn't  know  and  eighteen  percent  said  that  it  would  not.  Of 
those  who  said  no,  half  wanted  the  program  to  loan  more  money  and  half  thought 
that  $5  million  was  more  than  enough. 

Question  number  eleven  asked  for  additional  comments  and  these  comments 
are  listed  in  Appendix  A. 

PHONE  FOLLOW-UP 

Follow-up  phone  calls  were  made  to  four  bankers  favoring  the  program  and 
four  who  felt  it  was  unnecessary. 

The  four  who  believed  that  there  was  no  need  for  the  program  all  stated 
that  existing  government  programs  adequately  handle  loans  similar  to  the  RRD 
program.  Several  felt  that  any  additional  government  programs,  of  any  kind, 
were  unnecessary  and  that  the  government  did  not  have  the  ability  to  do  a  good 
job  loaning  money.  One  respondent  indicated  that,  if  it  were  a  valuable  pro- 
gram, DNRC's  only  role  should  be  to  guarantee  the  loans. 

The  four  respondents  who  favored  the  RRD  Drogram  had  a  variety  of  reasons. 
One,  from  eastern  Montana,  liked  the  program  because  it  was  a  source  of  funds 
for  sprinkler  irrigation  systems.  All  four  thought  that  the  program  would  be 


useful  to  young  farmers  and  ranchers;  all  felt  that  credit  is  a  problem  and 
that  the  RRO  program  should,  as  much  as  possible,  concentrate  on  loans  to 
people  who  were  just  starting  in  business.  They  thought  that  the  loans 
should  be  for  agricultural  purposes,  but  not  necessarily  limited  to  sprink- 
ler irrigation  systems.  When  asked  how  DNRC  and  the  local  banks  could  best 
coordinate  the  servicing  of  the  loans,  the  respondents  indicated  that  banks 
should  be  consulted,  as  a  matter  of  policy,  on  applicants'  finances.  They 
were  divided  as  to  whether  the  loans  should  actually  be  serviced  through 
the  local  banks  or  through  DNRC.  Their  major  worry  was  that  their  recommen- 
dations would  not  be  considered  in  DNRC's  evaluation  of  the  loan.  Overall, 
the  feeling  of  these  bankers  was  that  the  RRD  program  was  potentially  useful. 

A  problem  which  became  obvious  in  these  phone  discussions  was  the  lack 
of  knowledge  many  bankers  had  as  to  the  procedures  DNRC  would  use  in  evalu- 
ating the  loans.  After  explaining  how  the  loans  would  be  processed,  several 
respondents  who  had  serious  reservations  before  favored  the  program.  This 
problem  should  be  given  special  attention  if  the  program  is  reinstated. 

CONCLUSIONS  AMD  RECOMMENDATIONS 

A  major  conclusion  drawn  from  the  responses  to  the  questionnaire  was  that 
the  banks  want  to  be  involved  in  the  loan  program  if  it  is  revived.  It  is 
DNRC's  recommendation  that  the  local  banks  solicit  applications  and  review  them 
for  financial  feasibility  and  the  borrower^  ability  to  repay  if  the  program  is 
revived.  An  appropriate  agency  should:  advise  the  local  banks  of  the  RRD 
guidelines  for  applicable  loans,  review  applications  for  engineering  and  econom- 
ic feasibility  and  perform  final  inspection  of  each  project  when  completed. 
Final  approval,  pursuant  to  RRD  intent,  should  come  from  the  appropriate  state 
agency. 

Appendix  B  presents  estimates  of  the  cost  of  administering  the  program 
using  DNRC  personnel  and  local  bank  personnel.  Costs  associated  with  maintain- 
ing a  support  staff,  including  engineers,  soil  scientists  and  economists  were 
excluded,  because  they  would  be  utilized  under  either  alternative. 
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APPENDIX  A 
RRD  Questionnaire  with  Tabulated  Responses 

1.  Are  you  familiar  with  the  Renewable  Resource  Development  Loan  Program  to 
farmers  and  ranchers? 

30  RESPONSES 

Yes   21  responses    (70%) 
No    9  responses    (30%) 

2.  Did  any  of  your  customers  discuss  this  program  with  you? 

30  RESPONSES 

Yes   18  responses    (60%) 
No   12  responses    (40%) 

3.  Did  you  ever  recommend  the  program  as  a  potential  source  of  credit? 

29  RESPONSES 

Yes   12  responses    (41%) 
No   17  responses    (59%) 

4.  Do  you  think  it  could  have  been  a  useful   program  to  Montana's  agricultural 
community? 

29  RESPONSES 

Yes   20  responses    (69%) 
No    9  responses    (31%) 

5.  Do  you  think  that  the  program  would  have  taken  customers  from  private 
financial  institutions,  unfairly  competing  with  Montana's  private  financial 
community? 

30  RESPONSES 

Yes    9  responses    (30%) 

No   19  responses    (63%) 

don't  know    2  responses    (  7%) 

6.  It  was  suggested  that  the  loan  program  should  have  been  more  closely  tied 
to  existing  banking  institutions,  possibly  with  local  banks  recommending 

and  servicing  the  Renewable  Resource  Development  loans  and  with  Department  of 
Natural  Resources  and  Conservation  acting  in  a  secondary  role.  Do  you  agree 
with  that  suggestion? 

28  RESPONSES 

Yes   18  responses    (64%) 
No   10  responses    (36%) 


Some  felt  that  the  Renewable  Resource  Development  program  should  finance  pro- 
jects other  than  sprinkler  irrigation  (projects  such  as  trout  farming,  or 
integrating  alternative  energy  systems  with  farm  operations).  Do  you  agree? 


28  RESPONSES 


Yes 

No 


11 

17 


responses 
responses 


(39%) 
(61%) 


What  guidelines  for  assessing  potential  applicants  would  you  set  for  the 
Renewable  Resource  Development  program?  In  other  words,  should  the  program 
accept  the  riskier,  less-proven  applications  such  as  those  from  young 
farmers  or  others  which  don't  meet  conventional  loan  criteria? 


27  RESPONSES 

Yes    11  responses  (40%) 

No    15  responses  (56%) 

t  know     1  response  (  4%) 


don 


If  the  Renewable  Resource  Development  were  revised,  do  you  think  the  loans 
could  be  better  serviced  through  local  banks,  through  Department  of  Natural 
Resources  and  Conservation,  or  through  a  combination? 


26  RESPONSES 


local  banks 
DNRC 
combination 
other  (cre- 
dit agency) 


7 

1 

17 

1 


responses 
response 
responses 
response 


(27%) 
(  4%) 
(65%) 
(  4%) 


10.  The  present  authority  to  issue  bonds  under  the  existing  Renewable  Resource 
Development  loan  program  is  $5,000,000.  Would  this  sum  be  sufficient  if  the 
individual  loan  program  were  revised? 


Yes 

No 

don't  know 


11.  Additional  comments. 


22  RESPONSES 

14  responses  (64%) 

4  responses  (18%) 

4  responses  (18%) 


13  ADDITIONAL  COMMENTS 


customers  planned  to  use 
would  like  program  to  be  reconsidered 
RRD  program  needed  by  young  farmers 
good  potential  for  use  in  state 
use  funds  for  other  than  sprinklers 
RRD  program  is  simply  more  sprawling 

state  government  (not  necessary) 
no  need  for  program  as  source  of  credit 
don't  need  another  source  of  credit  to 

split  bankers'  credit  lines 


2    public  dollars  should  be  used  for  public 

needs,  not  loans 
1     coal  dollars  should  be  used  in  general 

fund  for  tax  relief 
1     our  bank  had  to  close  out  a  young  customer 

who  had  a  pending  RRD  application 


APPENDIX  B 

Administration  Costs  of  RRD  Loan  Program 
DMRC  Personnel  vs.  Local  Bank  Service 


DNRC 

PERSONNEL 

Loan  officer  (grade  14) 

$15,925 

Benefits  (14%) 

2,230 

Support  facilities  (30°/) 

5,447 

Secretary  (grade  7) 

8,850 

Benefits  (14%) 

1,239 

Support  facilities  (30%) 

3,027 

Account  Clerk  \   time  (grade  9) 

5,200 

Benefits  (14%) 

728 

Support  facilities  (30%) 

1,778 

TOTAL  EXPENSES 

1 

_0CAL 

BANK 

SERVICE 

In-house  expense 

Accounting  Clerk  (%  time) 

$  7,706 

Secretary  {H   time) 

6,558 

Bank  fee  to  service  loans 

$  500,000 

5,000 

$1,000,000 

10,000 

$1,500,000 

15,000 

$2,000,000 

20,000 

TOTAL  EXPENSES 

$23,602 


13,116 


7,706 


14,264 


$44,424 


$19,264  to  $34,264 


